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JAPAN: KEY ECONOMIC INDICATORS 
(value in US$ million unless otherwise indicated) 


(percent change is for yen values) 


1987 and PCT 
Change Over 1986 1988 

INCOME, PRODUCTION, EMPLOYMENT: 
GNP at Current Prices 2,379,379 4.1 2,838,280A/ 
GNP at Constant 1980 Prices 2,149,251 453.2, 557 ;, S30A/ 
Annual Per Capita GNP 

(Current Prices) ($) 19,461 23,193A/ 
Indices: 

Industrial Production (Mfg) 

(1985=100) 102.8 109.4C/ 
Labor Productivity (Mfg) 

(1985=100) 107.7 116.6C/ 
Industrial Wages (Mfg) (1985=100) 103.2 82.1C/H 
Labor Force (Mil.) 60.8 60.6C/ 
Unemployment Rate ($%) 2.8 2.9C/ 


MONEY AND PRICES: 
Money Supply (M2 and CD) 

(Average Outstanding) 2,441,628 2,967,950B/ 
Bank of Japan Com. Dis. Rate (%) 

(End of Year/Month) 2:5 2.5F/ 
Consumer Price Index (1985=100) 100.7 100.8C/ 
Wholesale Price Index (1985=100) S735 85:.5¢C/ 


PAYMENT AND TRADE: 
Gold and Foreign Exchange Reserves 81,479 86 ,838E/ 


(End of Year/Month) 
Net External Assets (End of Year) 240,744 Nias 
Current Balance 87,015 88,617D/ 
Trade Balance 96,386 101,070D/ 


Exports (IMF Basis) 224,605 252,269D/ 
Export Share to U.S., 

Customs Clearance Basis, FOB ($%) 36.5 33.0G/ 
Imports (IMF Basis) 128,219 151,197D/ 
Import Share from U.S., 

Customs Clearance Basis, CIF ($%) a Al 22.3G/ 


Notes: Jan-Mar, 1988 (SAAR) Jan-Mar, 1988 Average 
Jan-Apr, 1988 Average Jan-Apr, 1988 (SAAR) 
As of end of April, 1988 As of end of June, 1987 
Jan-May, 1988 Average does not include contribution for 
traditionally large semiannual bonus 
payments. 





Dollar figures cther than payment and trade figures have all been rounded 
after being converted from yen at the following rates: 1987/Yen 145=$1; 
Jan-Mar 1988/Yen 128=$1 (Avg. interbank rate) 


MAIN IMPORTS FROM U.S.: (Value shown in $ million, CIF, Source: Ministry of 
Finance) 


1987 1988 (Jan-June) 


Foodstuff 6,779 4,286 
Chemicals 4,035 2,296 
Wood 1,961 L,220 
Office Machinery 1,590 1,073 
Aircraft Liore r,2e0 
Soybeans 921 587 
Coal 584 391 


MAIN EXPORTS TO U.S.: (Value shown in $ million, FOB, Source: Ministry of 
Finance) 


Motor Vehicle, incl. Pass. Cars 45,225 10,758 
Office Machinery 3,374 4,288 
Scientific & Optical Equipment 3,967 1,992 
VTRS 2,882 1,060 
Iron & Steel Products 2,361 1,243 
Power Generators 2,081 1,208 
Chemicals 2,081 1,120 





Summary 


In 1987, Japanese gross national product (GNP) grew 4.3 percent 
in real terms over the previous year, recovering from the 
relatively slow 2.4 percent growth in 1986. Domestic demand 
expansion contributed 5 percentage points to 1987 GNP growth 
while a decline in the net external surplus (GNP basis) cut GNP 
by 0.7 percent. The GNP price deflator for 1987 declined 0.2 
percent, for the first such drop in 30 years. 


Japan’s current account surplus and merchandise trade surplus 
increased in 1987 to $87 billion and to $96.4 billion (IMF 
basis), respectively, surpassing the previous year’s record 
surpluses of $85.8 billion and $92.8 billion. The surpluses 
expanded despite the yen’s sharp appreciation vis-a-vis the 
dollar; up from around 240 yen/$1 in September 1985 to around 
125 yen/$1 in June 1988. Despite this, Japan’s external surplus 
may have already peaked in 1987 and may begin to decline 


starting from 1988, in both absolute terms and as a percentage 
of GNP. 


In September 1985, the Finance Ministers of five major 
industrialized countries agreed to cooperate more closely to 
encourage orderly adjustment of exchange rates of main 
currencies. The dramatic appreciation of the yen relative to 
the dollar since then has started to influence Japan’s economic 
structure. One objective of the September 1985 agreement was to 
transform Japan’s export-oriented economic structure to one more 
dependent on domestic demand. Developments in 1987 indicate 
that Japan has started to move in this direction. If domestic 
price levels in Japan more accurately reflected international 
prices, this trend would no doubt be expedited. 





Current Economic Situation and Trends 


In 1987 Japan’s gross national product grew 4.3 percent in real 
terms over the previous year, with a 5 percent contribution from 
domestic demand and a minus 0.7 percent contribution from the 
external side. As a result, the percentage share of the net 
external surplus in Japan’s nominal GNP declined in 1987 to 3.8 
percent, following increases for 6 years in a row from a 
negative 0.9 percent in 1980 to a positive 4.4 percent in 1986. 


The economy, after decelerating in the second quarter of 1987 to 
zero growth from the seasonally adjusted annual rate (SAAR) of 
6.1 percent expansion in the first quarter, started growing 
rapidly in the latter half of the year, registering an 8.4 
percent gain (SAAR) in the third quarter and a 7.5 percent 
advance (SAAR) in the fourth. The pace of expansion further 
accelerated in the first quarter of 1988 to 11.3 percent (SAAR). 


Prices in 1987 were stable. The GNP price deflator for 1987 
declined by 0.2 percent from 1986 levels. As a result, the rate 
of growth in real GNP (4.3 percent) exceeded that in nominal GNP 
(4.1 percent), for the first time since 1958. 


The strong yen has greatly reduced yen-denominated import prices 
and contributed to the domestic price stability. (In September 
1985, the Finance Ministers of five major industrialized 
countries agreed to cooperate more closely to encourage orderly 
adjustment of foreign exchange rates of major currencies. The 
appreciation of the yen vis-a-vis the U.S. dollar has since been 
dramatic: up from around 240 yen/$1 in September 1985 to around 
125 yen/$1 by June 1988.) The yen-based import price index in 
1987 (58.9; 1985 = 100) was down 8.3 percent from an already low 
64.2 in 1986. This contributed to a 3.7 percent year-to-year 
decline in the wholesale price index in 1987 and a 0.1 percent 
increase in the consumer price index. In other words, last year 
the Japanese economy achieved strong noninflationary economic 
expansion led primarily by domestic demand. 


The 5.1 percent gain in domestic demand, which helped increase 
overall GNP in 1987 by 5 percentage points, much more than 
offset the decline in net exports. In 1987, all major 
components of domestic demand showed historic expansion: private 
housing investment was up 20.6 percent in real terms over 1986, 
the highest growth since 1965; government fixed capital 
formation was up 8.3 percent, the highest since 1978; personal 
consumption was up 3.9 percent, the highest since 1982; and 
private plant and equipment investment was up 8.3 percent. 


The effect of the strong yen is starting to be seen in Japan’s 
economic structure. In 1986, it was widely believed by many 





observers that the appreciation of the yen would choke off the 
nation’s exports and possibly cause a recession. And, despite 
Japanese Government projections that the positive effects of the 
strong yen over the long run more than offset its deflationary 
impact, in 1986 spending by both private enterprises and 
consumers was indeed weak. 


Last year’s strength in domestic demand represented a turnaround 
from the situation in 1986, partially as a result of terms of 
trade gains to the economy. The Japanese Economic Planning 
Agency (EPA) estimates that the combined total of foreign 
exchange profits generated by the yen appreciation and gains 
brought about by declines in world prices of crude oil reached 
29.5 trillion yen ($184 billion; 160 yen/$1) for the period 1985 
fourth quarter to 1987 fourth quarter. 


At the same time, the strong yen greatly influenced private 
sector attitudes toward future investment and management plans. 
With the persisting strong yen, many Japanese manufacturers, 
realizing that they no longer could count on external demand so 
much as they did in the past, began to shift their production 
bases to foreign countries, import more foreign-made parts and 
semimanufactured products, and devote themselves to digging up 
new domestic demand. In 1987, private corporations started 
investing briskly in new plant and equipment which zeroed in on 
domestic demand, contrary to most private forecasts predicting 
sluggish private capital investment for the year. In addition, 
consumers resumed buying as the strong-yen-based price stability 
increased their disposable income in real terms. 


Another factor assisting economic growth in 1987 was the 
"Emergency Economic Measures," adopted by the Japanese 
Government in May 1987, which consisted of public works projects 
of 5 trillion yen ($34.5 billion; 145 yen/$1) and income tax 
reductions worth 1 trillion yen ($6.9 billion) for a total 
stimulus of 6 trillion yen ($41.4 billion). EPA estimates that 
the measures increased Japan’s real GNP in Japanese Fiscal Year 
(JFY) 1987 by 2 percentage points. In 1985 and 1986 as well, 
the Japanese Government adopted similar packages of economic 
measures. Those packages, however, primarily emphasized 
"maximum utilization of the private sector vitality," and 
included no major fiscal stimulus. The measures adopted in 1987 
were based upon additional government spending totaling 1.2 
trillion yen ($8.3 billion). 


One major problem has been insufficient pass-through to 
consumers of the decline in import prices resulting from the 
yen’s appreciation against the dollar and other currencies. In 
research undertaken in early 1988, the EPA compared the extent 
of foreign exchange profits pass-through in Japan and West 
Germany. Based on input-output tables of both countries, EPA 





surveyed 27 manufacturing industries to determine to what degree 
domestic retail prices of certain products decline when import 
prices of the same product drop by 100 points. The survey’s 
results show that the degree of decline in domestic retail 
prices in West Germany is larger than in Japan in 21 of the 27 
industries and by an average of 45 percent. 


Factors impeding smooth price adjustment include the complicated 
distribution system in Japan and the oligopolistic structure of 
many Japanese markets. When import prices drop, the bulk of the 
benefits are absorbed by multilayered distribution channels, 
with only a small fraction passed through to consumers. 


Another obstacle to effective price adjustment is Japan’s import 
restrictions and price controls on agricultural and other 
products. Due to these barriers, the price of food in Japan has 
been kept much higher than in other countries. For example, 
consumer prices of beef are three times as high as those in the 
United States, and rice prices are four times higher. The 
Economic Council, which is an advisory panel to the Prime 
Minister and is conducting a study of policies needed for 
economic restructuring recommended by the Maekawa Report, 
suggested in a May 1987 report that the benefits of the yen’s 
appreciation should be used to spur domestic demand, 
particularly in sectors subject to public regulation, including 
agriculture, distribution, finance and petroleun. 


External Imbalances 


Despite the expansion in domestic demand in 1987, Japan’s 
merchandise trade and current account surpluses expanded to 
$96.4 billion and $87 billion (IMF basis), respectively, 
eclipsing 1986’s record surpluses of $92.8 billion and $85.8 
billion. The rise in these surpluses last year were primarily 
due to the so-called J-curve resulting from protracted 
yen-dollar exchange rate adjustments. In the case of U.S.-Japan 
trade, when the dollar weakens against the yen, the initial 
result is a rise in the value of U.S. imports measured in 
dollars from Japan which temporarily increases the trade 
deficit. For example, a U.S. importer will need to increase the 
amount of dollars he pays to a Japanese exporter for a product 
if the yen price remains unchanged. In time, the market should 
begin to adjust to the new prices and trade volumes shift. 
Eventually, the trade deficit will begin to improve. The rise 
in the yen’s value relative to the dollar since 1985 has been a 
continuous process, up from 239 yen/$1 in 1985 (IMF statistics) 
to 169 yen/$1 in 1986 and to 145 yen/$1 in 1987, with the 
J-curve effect subsequently also extending well into 1987. 


However, the following facts tend to suggest that Japan’s 





merchandise trade and current account surpluses may have peaked 
in 1987: (1) The rate of year-to-year increase in imports in 
1987 (up 13.7 percent; IMF basis) exceeded that in exports (up 
9.2 percent) for the first time since 1980; (2) the rate of 
year-to-year increases in both merchandise trade and current 
account surpluses decelerated significantly in 1987 to 3.8 
percent and 1.4 percent, respectively, from 65.8 percent and 
74.6 percent surges in 1986; and (3) the quarterly surplus of 
the current account began to fall below year-before levels, by 
1.5 percent in the second quarter of 1987, by 13.2 percent in 
the third and by 13.9 percent in the fourth, following a 65.5 
percent advance in the first. 


One of the most notable developments in Japan’s merchandise 
trade in 1987 was a surge in the nation’s imports of 
manufactured products to $66 billion, up 25 percent over 1986 
(Japanese customs clearance statistics; CIF basis). Japanese 
manufactured imports in 1986, however, were significantly 
inflated by Japan’s one-time gold purchase for commemorative 
coins totaling about $7 billion. If this factor is taken into 
account, Japan’s manufactured imports in 1987 represented a more 
than 40 percent year-to-year advance. As a result, the 
percentage share of manufactured imports in Japan’s total 
imports gained in 1987 to 44.1 percent from 41.7 percent in 1986 


(around 38 percent, when one-time gold imports are excluded) and 
31 percent in 1985. 


In the past, there was a strong tendency for Japanese 
manufacturers to use Japanese-made parts and semimanufactured 
goods, even if domestic prices were somewhat higher than those 
of foreign substitutes. The sharp rise in the yen’s value 
relative to the dollar, however, made prices of foreign 
substitutes much cheaper, encouraging many Japanese businesses 
to use foreign parts and materials for their products. The 
strong yen also increased significantly the price 
competitiveness of foreign finished products, particularly those 
of the newly industrializing economies (NIEs: South Korea, 
Taiwan, Hong Kong, and Singapore). This phenomenon is 
especially apparent for relatively low-value-added electrical 
products, such as fans, electric razors, tape recorders, TVs, 
VTRs, and audio equipment. 


In 1987, Japan’s manufactured imports from the NIEs soared by 
almost 60 percent to $12.5 billion over 1986 levels (up 63 
percent to $6 billion from South Korea, up 62.6 percent to $4.2 
billion from Taiwan, up 48.7 percent to $1.4 billion from Hong 
Kong, and up 42.7 percent to $0.9 billion from Singapore). 

These tallies compare to an 18.8 percent year-to-year increase 
in Japan’s manufactured imports from the United States, to $17.7 
billion in 1987 (after adjusting to Japan’s one-time gold 
imports from the United States in 1986 totaling $2.7 billion) 
and a 26.7 percent gain 





in manufactured imports to $15.1 billion from the EC. 


The recent surge in Japan’s manufactured imports is also due to 
vigorous direct Japanese investment abroad to shift production 
facilities, particularly to the United States, the NIEs, and 
Association of Southeast Asian Nations (ASEAN) countries. 
Japanese overseas direct investment has shown remarkable 
increases in recent years: up from $12.2 billion in JFY 1985 to 
$22.3 billion in JFY 1986 and to $33.4 billion in JFY 1987 
(annual flows, approval basis, Japanese Finance Ministry 
statistics). Many Japanese observers believe that Japan’s 
imports of parts, semimanufactured products and even finished 
goods produced by Japanese subsidiaries abroad have increased 
significantly recently, although no specific data are available 
to conclusively demonstrate this argument. A number of 
commentators look for this type of trade to take an increased 
significance in the future. 


As a result of the rise in direct investment abroad, Japan’s net 
investment income has grown to $16.7 billion in 1987. This is 
almost 10 times as large as the $1.7 billion net investment 
income recorded in 1983, only 5 years ago. Japan’s traditional 
services trade deficit, which peaked in 1981 at $13.6 billion, 
shrank to a low of $4.9 billion by 1986, although the deficit 
expanded to $5.7 billion in 1987, due to increased outflows for 
tourism. Japan’s services trade account may, however, head into 
surplus in the near future due to rising investment income and 
May as a result offset to some extent expected declines in the 
merchandise trade surplus. Japan’s net external assets reached 
$240.7 billion by the end of 1987, making Japan the largest net 
creditor nation in the world for the third year in a row. 


Employment Situation 


Some years ago services surpassed manufacturing as the largest 
sector in the economy, measured in terms of employment. 

However, the services industries are not yet as highly developed 
as in the United States. That, plus the retention of a large 
segment of the working population in both export-oriented 
manufacturing and protected agriculture, means that the 
distribution of the Japanese work force by sector currently 
resembles that of European nations, such as France, more than it 
does the United States. However, according to a recent study by 
the Ministry of Labor, the percentage of the work force in the 
services sector is expected to rise to 60 percent by 1990. 


Nonagricultural employment at the end of 1987 was almost 55 
million, and the unemployment rate, which had peaked at 3.2 
percent in March 1987, had dropped to 2.5 percent by December of 
that year. Despite the drop in the unemployment rate, there are 
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significant differences in the rates of joblessness by region. 
Also, difficulty in placing older workers (50 and over) remains 
the greatest cause of official concern. 


Government Finance 


Since the beginning of the 1980s, the Japanese Government has 
pursued a policy of fiscal reconstruction designed to steadily 
reduce the size of budgetary deficits. Impressive results have 
been achieved. The deficit in the general account of the 
central government declined from 6 percent of GNP in JFY 1980 to 
4 percent in JFY 1985, and preliminary figures indicate this 
deficit narrowed further to about 2.4 percent of GNP in JFY 1987. 


A broader and more generally accepted measure of the deficit -- 
the general government deficit on a national accounts basis -- 
shows an even larger reduction over the same period. The 
general government definition includes the social security funds 
ana the net position of local governments in addition to the 
central government. The deficit on a general government basis 
declined from 4 percent of GNP in JFY 1980 to 0.8 percent of GNP 
in JFY 1985, and the deficit narrowed further to 0.5 percent of 
GNP in JFY 1986. It appears that in JFY 1987 the budgetary 
position of general government was in approximate balance, if 
not slightly in surplus. 


Major tax reform remains under intensive discussion in Japan. 
The government plans to submit tax reform bills to an 
extraordinary Diet session that was convened on July 19, 1988. 
It hopes to reduce marginal personal income tax rates, cut 
corporate income tax rates, and introduce a VAT (value-added 
tax) - type tax and a capital gains tax on individuals’ 
securities transactions. The major objective of tax reform is 


generally to reduce the scale of direct taxation and rely more 
on indirect taxes. 


Economic Outlook 


For JFY 1988 (April 1, 1988 through March 31, 1989), the 
Japanese Government officially projects 3.8 percent real GNP 
growth and a $72 billion current account surplus. Late 1987 
forecasts of major private economic research institutes, 
commercial banks, and securities firms predicted, on the 
average, 3.7 percent real GNP growth (with a high of 4.3 percent 
and a low of of 3.2 percent) and a $72.3 billion current account 
surplus (with a high of $84.5 billion and a low of $60 

billion). Due to a large 3.4 percent GNP overhang carried over 
from JFY 1987 (implying that GNP at the end of JFY 1987 was 3.4 
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percent higher than the average GNP for JFY 1987 as a whole), 
the 3.8 percent real GNP growth projected by the Japanese 
Government for JFY 1988 will be achieved if the economy posts 


only a 0.15 percent quarter-to-quarter expansion in each quarter 
of JFY 1988. 


While the Japanese Government has announced no revision to its 
economic projection, many private forecasters recently revised 
their real GNP growth outlooks upward significantly to 4.3 
percent on the average (with a high of 4.7 percent and a low of 
3.9 percent), based on the stronger-than-expected domestic 
demand expansion in the latter half of 1987 and early 1988. The 
OECD also revised recently its estimate of Japan’s real GNP 
growth for calendar 1988 upward from 3.5 percent to 4.25 percent. 


Both Japanese Government and the private sector expect that a 
primary force driving the Japanese economy in JFY 1988 will be 
domestic demand, particularly private plant and equipment 
investment and personal consumption. Recent private forecasts 
show a 10.5 percent expansion, on:the average, in private 
capital investment for JFY 1988 and a 4 percent increase in 
personal consumption, compared to their initial forecasts of 8.1 
percent and 3.8 percent gains, respectively. Private economists 
attribute expected healthy expansion in private capital 
investment to continued improvement in corporate profits and to 
ongoing economic structural adjustment in Japan. 


Implications for the United States 


Two-way trade between the United States and Japan has been 
growing at a rapid pace, reaching $67 billion (Japanese customs 
clearance statistics) in 1983, $87 billion in 1984, $91 billion 
in 1985, $110 billion in 1986, and $115 billion in 1987. These 
figures compare to two-way trade between Japan and all EC 
countries, which stood at $27 billion in 1983, $29 billion in 
1984, $29 billion in 1985, $45 billion in 1986, and $55 billion 
in 1987, and show the importance of the economic relationship 
between the United States and Japan. Japan is particularly 
dependent on trade with the United States, given that Japan’s 
exports to the United States accounted for 36.5 percent of 
Japan’s total exports in 1987, up from 29.1 percent in 1983. 


The major issue between the United States and Japan is Japan’s 
growing trade surplus; $39.5 billion in 1985, $51.4 billion in 
1986, and $52.1 billion in 1987. In 1987, however, a sign of 
change in the trend appeared. In the year, Japan’s exports to 
the United States gained 3.9 percent over 1986 levels, and 
Japan’s imports from the United States increased 19.3 percent 
(excluding Japan’s $2.7 billion one-time gold imports from the 
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United States in 1986). It was the first time since 1982 that 
the rate of increase in Japan’s imports from the United States 
exceeded that in Japan’s exports to the United States. Expected 
desirable effects of the exchange rate adjustment between the 
dollar and the yen since 1985 have finally become visible in 
dollar-denominated trade statistics. 


As the strong yen increased price competitiveness of American 
products greatly, Japan’s imports from the United States 
expanded in 1987 in many areas, including meat (up 27.4 percent 
over 1986), fish and shellfish (up 34.4 percent), fruits and 
vegetables (up 15.7 percent), wood (up 48.2 percent), pulp (up 
33 percent), gasoline (up 33.1 percent), chemicals (up 13.2 
percent), office equipment (up 28.2 percent), textiles (up 48.4 
percent), and nonferrous metals (up 60.3 percent). At the same 
time, however, U.S. exports to Japan faced increasingly stiff 
competition from other countries, particularly in manufactured 
products. As discussed earlier, the rates of increases in 
Japan’s manufactured imports from the Asian NIE’s and the EC in 
1987 were larger than that in Japan’s manufactured imports from 
the United States. 


Japanese direct investment in the United States in JFY 1987 
increased 44.7 percent over the previous year to $14.7 billion, 
following an already large 88.9 percent expansion in JFY 1986 
(annual flows on an approval basis; Japanese Finance Ministry 


statistics). In JFY 1987, Japanese direct investment in U.S. 
manufacturing industries totaled around $4.8 billion, more than 
double the $2.2 billion investment in the previcus year. 
Japanese direct investment in U.S. nonmanufacturing industries, 
particularly real estate, banking and insurance, also increased 
to around $10 billion from about $8 billion in JFY 1986. 


Marketing Assistance 


For information on the Japanese market, contact the Office of 
Japan, Room H-2318, International Trade Administration, U.S. 
Department of Commerce, Washington, D.C. 20230, Tel. (202) 
377-2425. Companies not familiar with Japan may wish to take 
advantage of the various export business information and 
introduction services available from the U.S. Department of 
Commerce and the U.S. Embassy and Trade Center in Tokyo. The 
U.S. Trade Center (Export Development Office) in Tokyo arranges 
trade promotion events of various types in Japan. For updated 
information on these events, contact the Office of Japan, U.S. 
Department of Commerce, at the address given above, or the U.S. 
Trade Center, 7th Floor, World Import Mart, 1-3, Higashi 
Ikebukuro 3-Chome, Tokyo, Japan. 








